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CoNTINUOUS B :
IMPROVEMENT

BOARD
OVERSIGHT

What is ESG and why
important to in-house
counsel?

“E” — Environment
considerations - Climate risk
towards Net Zero

“S” — Social impact — the
emerging area

“G” - Governance — strategy,
regulatory framework,
compliance risk and value
creation

Measurement & Evaluation

ESG

Environmental, social and
corporate governance

. ESG Trends in 2021 — What Every In-House Lawyer Needs to Know

MinterEllison



Trends in climate risk
governance and disclosure
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WORLD
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FORUM
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The Global Risks
Report 2021
16th Edition

INSIGHT REPORT
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In partnershep With Marsh McLennan, SK Group and Zurich insurance Group

The greatest risk to the global economy is not Covid
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Three categories of financial risk associated with climate change

Physical Economic transition Liability
The response of
Acute and gradual onset governments, capital PUbli :
: ; ublic entity, corporate
To the natural and built markets & the real economy : ’ ’
environment and directors/officers

Policy/regulatory,
technological & shifts in
stakeholder preferences
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So what are recent developments that will shape climate risk governance in 20217

+

Physical

Acute and gradual onset
To the natural and built
environment

Economic transition

The response of
governments, capital
markets & the real economy

Policy/regulatory,
technological & shifts in
stakeholder preferences

Liability

Public entity, corporate,
and directors/officers
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So what are recent developments that will shape climate risk governance in 20217

+

The international
regulatory

Australian regulators
are heightening their

DA

Investor expectations
of boards continue to

Sy
A

Litigation is the rise -
duties, disclosure and

environment is shifting scrutiny of annual elevate — despite Covid development
at an order of magnitude rebpolr(t_s (AS|Ct) & Beyond corporate
faster than that in err; atr_ ng On STress- stress-testing, to
Australia ©5 mg\géi\rolses demand Paris-aligned
( ) Strategic plans
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Focus today:

The international
regulatory
environment is shifting
at an order of magnitude
faster than that in
Australia

Australian regulators
are heightening their
scrutiny of annual
reports (ASIC), &
embarking on stress-
testing exercises
(APRA)

D4

Investor expectations of
boards continue to
elevate — despite Covid

Beyond corporate
stress-testing, to
demand Paris-aligned
strategic plans

.
<~
S

Litigation is the rise —

duties, disclosure and
development
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#1 — international regulatory environment:

+

The international
regulatory

Australian regulators
are heightening their

DA

Investor expectations of
boards continue to
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environment is shifting scrutiny of annual elevate — despite Covid development
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#1 - international regulatory environment

Net-Zero Targets

A. Net zero by 2050 policies The 126 countries that have set full decarbonization goals contribute 51%
of global emissions
Required to meet Paris Agreement

targets to limit global Warming to ‘well- M Target Under Discussion M In Policy Document Achieved
Yy Mo . : B Proposed Legislation ™ In Law
below’ 2°C above pre-industrial averages

From 10 to 110+ in 2020

Now including EU, UK, Japan, South
Korea, California, NY(all 2050) and China
(2060)

B. Adjacent policies

Prudential — capital regulatory
requirements

Trade — including carbon border tariffs

Source: Climate Action Tracker Bloomberg Green
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#1 - international regulatory environment

C. Accounting Guidance
IFRS has signalled position similar to
AASB/AUASB

Consider: what does climate risk mean
for asset useful lives, fair values,
Impairments, provisions for onerous
contracts, bad and doubtful debts etc?

November 2020

Effects of climate-related matters on

financial statements

This document is intended to support the consistent applic irements in IF

Climate change is a opic in which investors and

other [FRS stakeholders are increasingly interested
because of its potential effect on companies’ business
models, cash flows, financial position and financial
performance. Most industries have been, or are likely
to be, affected by climate change and efforts to manage
its impact. However some companies, industries and
activities will be affected more than others

IFRS Standards do not refer explicitly to climate-related
matters, However, companies must consider
climate-related matters in applying IFRS Standards
when the effect of those matters is material in the
context of the financial statements taken as a whole.
Information is material' if omitting, misstating

or obscuring it could reasonably be expected to
influence decisions that primary users of financial
statements (hereafter, investors) make on the basis of
those financial statements, which provide financial
information about a specific company. For example,
information about how management has considered
climate-related matters in preparing a company's
financial statements may be material with respect to
the most significant judgements and estimates that
management has made.

The table below sets out examples illustrating when
IFRS Standards may require companies o consider
the effects of climate-related matters in applying
the principles in a mumber of Standards. The list

is non-exhaustive—there could be other instances
where climate-relaied matters are relevant when
applying IFRS Standands, for example those on

the measurement of defined benefit obligations.
Related information can be found in an article

by Nick Anderson, member of the International
Accounting Standards Board. This educational
material complements that article, adding for example

specific paragraph references o IFRS requirements

to assist those applying IFRS Standards. For purposes
of illustration, the descriptions in the table do

not always explain the relevant requirements
completely; it is therefore important to refer to the
requirements in the Standards when preparing
financial statements. This document does not address
management commentary

In addition to the specific requirements outlined in
the table below, IAS 1 Presentation of Financial Statem ents
contains some overarching requirements that

could be relevant when considering climate-related
matters. For example, paragraph 112 of IAS 1 requires
disclosure of information not specifically required

by IFRS Standards and not presented elsewhere in

the financial statements but that is relevant to an
understanding of any of the financial statements,
This paragraph, together with paragraph 31 of [AS 1,
requires a company to consider whether any material
information is missing from its financial statements—
fe a company is required to consider whether to
provide additional disclosures when compliance

with the specific requirements in IFRS Standards is
insufficient to enable investors to understand the
impact of particular transactions, other events and
conditions on the company's financial position and
financial performance. Companies will therefore need
to consider whether o provide additional disclosures
when compliance with the specific requirements in
TFRS Standards is insufficient to enable investors to
understand the impact of climate-related matters

on the company's financial position and financial
performance. These overarching requirements

in TAS 1 may be especially relevant for companies
whose financial position or financial performance is
particularly affected by climate-related matters.

i LEES Practice @ in amasing .
whether the effect of dimaie-related matters is material. The artick by Nick Anderson includes

Effectsof dimateselsted mabers on financal stawments | Nowmber 2020 | 1
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#2 — investor expectations:

+

The international
regulatory

Australian regulators
are heightening their

DA

Investor expectations of
boards continue to
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#2 — investor expectations:

Final Report

Recommendations of

the Task Force
on Climate-related

2017 Show us your... TCFD LU0 70 TRl o< 0o
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#2 — investor expectations:

2017 Show us your... TCFD

2019 Show us your...stress-testing & INEVITABLE
scenario planning against disorderly BE .

transition to a Paris-aligned economy
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#2 — investor expectations:

2017 Show us your... TCFD

2019 Show us your...stress-testing &
scenario planning against disorderly
transition to a Paris-aligned economy

2021 Show us your...strategy aligned
with disorderly transition to a Paris-
aligned economy, and how this is
integrated into your financial
statements

Action

Climate

Investor Expectations for
Paris-aligned Accounts

\ SCIENCE
BASED
TARGETS
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#3 — strategic litigation:

The international
regulatory

Australian regulators
are heightening their

DA

Investor expectations of
boards continue to

Sy
A

Litigation is the rise —
duties, disclosure and

environment is shifting scrutiny of annual elevate — despite Covid development
at an order of magnitude rebpolr(t_s (AS|Ct) & Beyond corporate
faster than that in eMbarking on sress- stress-testing, to
Australia testlng\gé'ea\rolses demand Paris-aligned
( ) strategic plans
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#3 - strategic litigation is increasingly common

Claims against emitters and
their boards

Shareholder class actions —
overstatement of asset values
based on historical assumptions

Yoshikawa v Exxon Mobil
(2021)

Government inaction,
planning & development
approvals

Claims against project
proponents and government
decision makers Youth Verdict v
Waratah Coal (2020) (human
rights)

Conservation WA v WA EPA &
Woodside (emissions) (2020)

Failure to comply with
emissions reductions targets
France (2021)

Fund raising disclosures &
breach of duties

Prospectus requirements —
disclosure of material financial
risks O’Donnell v Cth (2020)

Breach of duty to consider
climate change McVeigh v
REST (settled in 2020)

. ESG Trends in 2021 — What Every In-House Lawyer Needs to Know

MinterEllison



Advising your board - what does this mean for the legal obligations of directors & officers

The standard of due care and diligence continues to
rise, as do minimum requirements for disclosure
(misleading disclosure)

At what point does the standard of care require
consideration of TCFD compliance, net zero strategic
pathway?

Consider climate change at a strategic (not tactical) level
Oversight — how robust are the variables & assumptions

being applied in your strategic plans and valuation
inputs?
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3 key takeaways

Key
learning

This is a foreseeable &
material financial risk
(& opportunity)

How do we continue to thrive
in the transition to net zero?

How do we build capacity -
from the board down?

How are climate issues

; integrated across our

Key C_]u s& business? What is an
actions appropriate governance &

risk management structure?

How do we assess relevant
risks (&opportunities)?

Past experience is
not representative
of future risk

Does our strategy &
planning embed stress-
testing & scenario planning
on a forward-looking basis?

Taskforce on Climate-
related Financial
Disclosures

Risks (& opportunities)
are accelerating

Near the start of the journey: what
do we need to do to reach minimum
standards —fast? What are the key
drivers of climate-related risk &
opportunity? How do they impact on
us? What should we set as initial
emissions reduction targets — starting
within business fence-lines?

If well progressed: how do we
reach/maintain best practice?
Science-based Targets, up- and
down-stream, full life-cycle,
contracts, sustainable finance?
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Trends in environmental
social impact &
governance in 2021

MinterEllison



SDGs - the year of biodiversity?

/), SUSTAINABLE (> omy
{ Y peveropment GLSALS
N

Wy 17 GOALS TO TRANSFORM OUR WORLD

NO GOOD HEALTH QUALITY GENDER
POVERTY HUNGE! AND WELL-BEING EDUCATION EQUALITY

DECENT WORK AND 9 INDUSTRY, INNOVATION 10 REDUCED
ECONOMIC GROWTH ANDINFRASTRUCTURE INEQUALITIES

ACTION AND STRONG FOR THE GOALS

msmunsgns SUSTAINABLE

DEVELOPMENT

GOALS

1 CLIMATE 1 PEACE, JUSTICE 1 PARTNERSHIPS

Source: TriplePundit
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What does the ‘S’ in ESG look like?

How did CEO pay get to 500 times the wages of

. . ordinary workers?
More like this... ...less like this
The New Hork Eimes
Vho Yor Shonld Care' That Boaheor : iilion in staff
]\\/]{]]\ l\,f)u S}?oulﬁi (,a-x f[" |l'b‘{F\ /B()](-.)hoo ralia is tackling Target reveals $9 mlltll t wage
s Making Headlines This Week How COY\)OYate Austt isis u“derpayments in lates o
B etailers in Britain, Now T
b Ll ihe mental health € theft scandal at Wesfarme
Bank;
. . . hg r l
. COMMicc:
Prz?ate Equity Fi irm TPG Plans to Xploitatiop, of Ing')mlss'on: Predat
Raise Second Social Impact Fund '9enoys Austra li?a:,y Practijceg
S ]

revealey

lf]k_u?]trahan CEO bonuses at near record
“The stalus quo is unaceeplable’ Walmart will stop selling 1ghs despiter oyal commission
some ammunition and exit the handgun market

. ESG Trends in 2021 — What Every In-House Lawyer Needs to Know Mlnte]_‘Elhson




Corporate Governance

Good
Governance

Manufactured Capital

Financial Capital

Natural Capital

STOCKS
Natural capital

|2 .
=y, 4

Biodiversity

{0oooooo!
0O0DDDoODDD

o= O
BUSINESS

RISKS/
OPPORTUNITIES

FLOWS
Ecosystem and
abiotic services

MNATURAL CAPITAL

COSTS/
BENEFITS

IMPACTS/
DEPENDENCIES

COSTS/
BENEFITS

VALUE
Benefits to business
and to society

A

Source: Forum for the Future and the Natural Capital Coalition

AN

cr—r

Elements of Governance ESG

Abandoning shareholder primacy —
governance and stakeholder and
supply chain (human capital, people)

Ensuring balance between
shareholder return and social
responsibility (CSR)

Transparency via adherence to
disclosure frameworks
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How have ESG Principles
manifested themselves?
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Sustainable finance

Sustainable finance
global / Australian
market

What is the Australian green bond market financing?*

1 3°/o

GREEN
BUILDING

7 3 %

RENEWABLE
ENERGY

4%

ADAPTATION

4°/o

ENERGY
EFFICIENCY

4°/o

TRANSPORT

2 %

OTHER

S €

*Estimated breakdown of which sectors mauers have allocated lunds to

3 IRt N (7 hamerd 00 ders A the arlroe of e KW Kangano Gmee Boect AN Gmen Barct MAR Civrate fon et Wivky Bwa Aangann Gimes Boect

600 W Bond - Green

500 I . MW Bond - Social

400
I == Bond -
300 . SUS(alnablll‘y
_— M Bond -
200 Sustainability-linked
100 ‘ l I I Loan - Green
o = == W W —_—
2012 2013 2014 2015 2016 2017 2018 2019 YTD Sustainability-linked

2020*

Source: BloombergNEF Sustainable Debt
Tool

Australian labelled loan recent growth

30

25

Number of bonds/loans issued

5 .
. T
2014

2015 2016 2017 2018 2019 2020H1
B sustainability bonds

I sustainability-linked loans [l Social bonds
. Green loans B Green bonds
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Capital for purpose — Responsible investment

Benchmarking Impact

e Value of Australian jmpact
riaa reene Australian Impact Investor investment products as at
Assaciation Insights, Activity and 31 December 2019
Aastralasia Performance Report 2020
Impact investment products
widely on offer to
Bustralian investors as
at 31 December 2019
g 3 %o
% of impact
imvestors whaose impact
FIBURE 4 RIAA'S Responsible and Ethical Investment Spactrum = z
FIGURE & Responsible investment by approach “ﬁ;‘f?}’;ﬂ:;;’;:;ﬂ
TEADITIOMAL RESPONSIBLE & ETHICAL INVESTNENT PHILANTEROPY ma::vim:"r;put 201 8-2019 weighted
A ‘average annuaksad
ESEINTEQRATIN | MEATIVE POSITIVE IR THEMATIC/ INPACT INVEETIRD . financial retum cross
Ilshuting SCHEEMNG BEST-BCLASS  SUSTAIMABILITY 92 % impact investment
shoechols [ {8 names hased) | ECREENINE THENED MIRKETRATE | COMCESSMMLRY products in diffarant
",“::".':,T‘ (B semi o] ETMACS e % of impact investors asset classes
whosa financial ane
FOGUS Limiked ar Cussidarlion Inthusry sociors. | Diwestvents el Dwestmens tbel | esimenis bl | el Grarls il expactations are being $ uu hl"lnn
nz egend far 5 arehyss o areompatks | Erglcompencs  spoccalydgel | lncbsschlad | wractsscelans | rgepostre met or excaaded by
§147.7 billion i, | sl | aszuied o sl !lmx:ur;ﬂ suramals il their currert impact
. azal an izl ant slee fom |tk sathe 27ies g ccan a e i
Total Sereening (including negative, goennrce | gueenens 531 | ewuidiise parfmacce e gren | gl et | ol b | et il investments
r.spnnslhla pﬂsitiu&, best in class and s :ﬂ:‘“':;,:l: r:;:,';w prozeiy Ill:ulul:-':ll "‘T::‘T" Inancial relum
Investmant norms-based scraening) dszsian making
$BGE billion I T
L foed baem |11 Benets slabehosdars | .
T T i
Cortriturtes I zalubians. | ? E -
1 I % of investors who
FEATUREE expect competitive ar
§679.3 $21 billion e TR s ‘abawe market rates of
billion Sustainability thamed investing returns an their impast
investmants g [] o
$8nillion o=
— Impact investing and S
| community finance balieve that impact
investing will become
N P & more significant part
Broad rnfs‘p.nlnsulbl':IIJr;:..slm..m Core rc;p;::ll:llcﬂ“\':‘cs‘tmcnt e af the investment
stratagy 0y . - = irmamr.—,'rl::? landscape
i evidanca/ Sustsinable
frack record of social e
impact and financial :r"’ the mrﬁt widedy L
amawork for measuring
e . Measarable and communicating
impact, mizsion impact
. H ) : alignment and
Source: Responsible Investment Association Australia 2018 report el rafaresn

the leading mokivators
for allocating funds
v impact ine

% of impact
investment products
targeting anvironmental
outcomes

Impact investmant
products targeting social
outcomas has increasad

tanfold to $2.5 hillion

32,000

Numbar of hamez for peapls on
|ow to moderate incomes, living
with diszhility, or transitioning
ocut of homeleszness.

788,000
Hazltheare treatments & mantal
health intarventions dafiverad

200,000
Peapla provided with
access to financial services

483,235

Megalitras of watar saved,
traated or deliverad

5 million
0028 abated/ avaided and 84,000
GWh renewable energy produced

446

Johs zecurad by candidates
praviouzhy excluded from
employmant

Hames provided with slectricity

Source: Environmental Finance: Sustainable Bonds Insight 2019
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MinterEllison’s Social Impact Focus

‘6 B Corp is to business what
Fair Trade certification is to
coffee or USDA Organic
certification is to milk. B
Corps are for-profit
companies certified by the
nonprofit B Lab to meet
rigorous standards of social
and environmental
performance, accountability,

and transparency. ”

www.bcorporation.net

Last 20 Years Next 20 Years
m e W Good Compeng
FRIRTRADE

.' Certified

--------

-
c.

COMMUNITY
/WELFARE
ORGANISATION

P

TWO GOOD CO.

CHARCOALLANE MISSII)N

NFP WITH
MINIMAL TRADING
ACTIVITY

THE SPECTRUM

Where Social Enterprise Fits

SOCIAL
ENTERPRISE

i

{/anguard —

LAUNDRY SERVICES

<

SOCIAL MAINSTREAM
JETHICAL COMMERCIAL
BUSINESS BUSINESS

“Findings continue to indicate
that many staff experience
physical and mental health
improvements, and increased
levels of social engagement and
financial independence. These
effects are particularly apparent
in the first 12 months. The
changes appear to stabilise after
the first year, as staff prepare to
transition into the open jobs
market with support from our
Careers Team.”

Source: Social Traders
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Benchmarking ESG

Despite the lack of a standardised body, private actors, independent
bodies and government organisations have taken it upon themselves
to benchmark ESG

' b\ G | | N rlaa Responsible

V Empowerin; Investment
RI Sustainable Association
\ Decisions GLOBAL IMPACT IMVESTING NETWORK Austra laSIa

Nesgs

IMPACT
GSG.\ ‘3 Ceres INVESTING
Driving real impact Sustoinability is the bodtom Kine,
s World

===—_ Benchmarking

GREENHOUSE MSCI ESG
Reporting Service " Alliance

GAS PROTOCOL

Traditional measures are also useful — Credit Rating Agencies
are joining the fray

FTSE

THE INDEX COMPANY

7

FltCh % 3 |
Ratings S R E s ®

The ESG Benchmark
for Real Assets

Investor Group on

- Climate Change MOODY ,S

=

Trucost ) oe
ESG Analysis V‘ge(éiris
S&P Global
S&P Global
SUSTAINALYTICS .
Ratings
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What you can do — ESG integration

Environmental Social Governance
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Contact

Keith Rovers Sarah Barker

Partner, Head of Social Impact & Partner, Head Climate Risk Governance
Sustainable Finance

T +6129921 4681 T +6138608 2928
M +61411 275823 M  +61 402 220 556
E keith.rovers@minterellison.com E sarah.barker@minterellison.com
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